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THE TAXATION OF SECURITIES IN THE 
UNITED STATES. 1 

IN the address which you have honored me by inviting, I 
propose to say something on certain phases of our Ameri- 
can methods of taxation, and more particularly on the taxation 
of stocks, bonds and other securities, and the income derived 
from them. These evidences of ownership or indebtedness 
play so important and prominent a part in our industrial life 
that the question of their taxation rightly calls for a large 
share of public attention, and, indeed, has enlisted in equal 
degree the interest of sober students and of the light-headed 
gentry who recurrently discover easy remedies for the ills that 
perplex the academic practitioners. The problem is as baffling 
as any that confronts us in our public life. It involves fiscal 
questions of exceptional difficulty, grave social questions, com- 
plications as to the appropriate field and the constitutional 
limitations of national and state taxation, and conflicts of juris- 
diction between the several states. I shall endeavor to point 
out some of the complexities of the situation, some of the 
anomalies and evils resulting from the traditional course of 
legislation and some possibilities of improvement and reform. 

In everyday talk this subject — the taxation of securities — is 
often discussed under the caption of the taxation of " personal 
property." It is significant of the prominence which securities 
have assumed in the discussion of taxation, as well as of other 
economic questions, that when the taxation of personal prop- 
erty is spoken of, the thought of most of us turns to this par- 
ticular form of personal property — to stocks, bonds, notes, 
debentures, certificates and the like scraps of paper. True, 
the cattle of the farmer, the tools of the mechanic, the 
machinery of the manufacturer, the stock-in-trade of the mer- 

1 An address delivered before the Good Government Club of the University of 
Michigan, January 30, 1899. 
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chant, the vessels of the shipowner — all are personal property 
as well, and are taxable ordinarily by like methods. True, also, 
that the tax reformer, in dealing with these more tangible 
forms of personal property, is confronted with questions of 
great difficulty, some of them similar to those arising as to 
securities, some of them different. None the less, the two 
things, though in the eye of the law alike personal property, 
and though not easy of separate disposal by legislators, do pre- 
sent substantially different problems. At all events, they can 
be set apart for the present purpose. It is the securities that 
are commonly thought of when discussion turns to evasion, 
failure, laxness, tax-dodging, corruption and all the other dis- 
agreeable phenomena which are suggested by the phrase " the 
taxation of personal property." These furnish abundant food 
for reflection and abundant matter for an hour's brief discourse. 

The common mode of taxing securities in our states and 
cities is familiar enough. They are taxable like other property. 
The taxpayer is confronted with a formidable document, on 
which he is expected to set forth all his possessions, from his 
house to his watch, from his stocks and bonds to the pennies 
in his pocket. On the basis of such a statement, whose accu- 
racy must usually be averred under oath, he is supposed to be 
taxed on all his property at the same rate. The system seems 
to be simplicity itself ; and prima facie it commends itself to 
the average man's sense of what is fit and just. What more 
right than that all should pay in proportion to their means, the 
rich more, the poor less ? Securities are but one form of each 
individual's means, and take their place with the rest among 
taxable possessions. 

The actual operation of this system is no less familiar. In 
practice, the statement contemplated by law is rarely made. 
The levy of taxes takes place by some sort of estimate on the 
part of the tax assessors ; and the very existence of taxable 
property, outside of the real estate which all can see, is often a 
matter of guesswork. So far from being reached by taxation 
in the manner expected, securities are commonly not reached 
at all. The same story, with variations in detail but with the 
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gist identical, comes from all quarters. The country grows 
apace, and wealth and numbers accumulate at a rate unexampled 
in the world's history. Corporate enterprises extend over a 
larger field, and the securities issued by them swell in volume, 
until the enterprises concerned sometimes burst with the ten- 
sion. But the tax returns, if any one believed them, would 
indicate that personal property is barely holding its own — nay, 
is commonly decreasing — and that a veritable blight has fallen 
on this form of wealth. So completely are securities ignored 
in the taxing operations of many communities that they vir- 
tually drop out of sight ; and the affairs of citizens and officials 
alike are arranged on the basis of virtually exempting them. 
Elsewhere spasmodic efforts are made at enforcement, vigor, 
conformity to the letter of the law, with relapse, before long, 
to the old conditions, and even at the best, with no results 
satisfactory either to the tax-gatherer or to the public-spirited 
observer. It may be fairly urged that the American public, 
when it accepts the facts of the situation and treats securities 
as exempt in fact though taxable in law, does better than 
under spasmodic and unsuccessful attempts at enforcement. 
But either result means that contempt for law is bred, and that 
taxation accords with no defensible principle of justice. 

I will now lay down a proposition as to what I conceive to 
be the first step towards a reform in this demoralizing situa- 
tion. That first step, in my judgment, is the exemption of 
securities from the ordinary form of direct taxation. It would, 
doubtless, be more politic, and might be more accurate, to 
phrase the proposal in the form of a demand, not for exemption 
from ordinary taxation, but for substitution of other taxes for 
those now levied. But we may as well take the bull by the 
horns and state frankly that the change must present itself 
first as an exemption, to be followed by further changes that 
will indeed redress the balance, but will still leave a situation 
in which other forms of property are heavily taxed, while 
securities as such are prima facie exempt. 

Such a demand must expect to meet a great hue and cry in 
some quarters and a natural repugnance in others. It will be 
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proclaimed by demagogues, as well as by honest friends of 
social reform, to be a surrender to the tax-dodgers, a yield- 
ing to the plutocracy, a shifting of the burden of taxation 
from those who can bear it easily to those who already have 
too much to carry. Even sober citizens, impressed with the 
growth of corporate wealth and the paper evidences of its 
ownership, may naturally hesitate to approve legislation that 
seems to put aside at least one mode of securing for the public 
a due share of the gains from great corporate enterprises. 

These protests are natural : the instinct on which they rest 
is healthy. The rigging and unrigging of stocks by adroit 
financiers, the unearned fortunes due to their manipulation, 
the bandying and gambling "on 'change" — these familiar 
facts naturally give rise to the feeling that in this direction the 
machinery of taxation should bear more heavily rather than 
more lightly. The simple association of securities with riches 
and ease strengthens the feeling. Not so many centuries ago 
the accumulated wealth of a rich man suggested to the average 
mind a compact treasure of specie or a snug casket of jewels. 
Nowadays the envious or hostile imagination conjures up a 
narrow tin box in a safe-deposit vault, crammed with bits of 
paper, and endowed with the property of enabling the owner 
to live at ease on mysterious sources of unfailing income. I 
do not mean to enter here on the mooted question, whether the 
widespread sale and marvelously easy custody of securities 
conduce, on the whole, to the concentration of wealth in fewer 
hands or to its dispersion among many. Still less do I mean 
to consider the question, even more mooted, whether the 
machinery of taxation should be used as an engine of social 
reform and should redress by progressive rates the inequalities 
of possessions. For our present purposes it is needful only to 
note that the average man's impressions about stocks, bonds 
and securities do contain a mass of mingled conviction and 
prejudice with which we must reckon in dealing with our 
problem. 

Let us now give our critical attention to the fundamental 
proposal which I have laid down, and to an explanation of the 
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grounds on which it rests. We may begin by recalling some 
things fundamental in the working of taxation — things obvious 
and familiar enough, but, like many that are obvious and famil- 
iar, often forgotten when their corollaries are under discussion. 

The mark of taxation proper is the absence of strict quid 
pro quo; it is the requirement of payment irrespective of any- 
thing got in return. In the books you will find much discus- 
sion, not always of an enlightening sort, as to whether taxes 
should be regarded as a payment for services rendered by the 
state ; while, in conversation with the average intelligent citi- 
zen, you will often find it laid down as a matter of course that 
taxes are such a payment, rendered in return for the "pro- 
tection " afforded by the state and not justifiable unless such 
protection be given. For the discussion of most phases of 
taxation, it suffices to point out there can be no measure of 
the services or protection rendered, and that we must, per- 
force, adjust the payments on some other basis. If we could 
manage our taxes as we manage the allied, yet radically differ- 
ent, charges for postal service or water supply, a multitude 
of problems would be much simplified. If you refuse to pay 
your water rate, the city shuts off the water and (if I may use 
the phrase) washes its hands of you. If you do not put on 
your postage stamp, your letter does not go. But if you refuse 
to pay your taxes, the firemen still rush to save your house, 
the police safeguard your property, the sewers empty your 
drains, the schools instruct your children. These services 
continue to be rendered to you, whether you pay 01 no, not 
for your special benefit, but because for one reason or another 
they are deemed to promote the welfare of all. 

Now, it is also a fundamental and a commonplace of taxa- 
tion that the collective sense of what promotes the welfare of 
all far outruns the individual sense of obligation to make pay- 
ment for the common good. Streets, sewers, parks, schools 
are wanted by all ; but does not every mayor find it necessary 
to inform the citizens that, if they would have these things, 
they must pay for them ; and is it not a matter of common 
knowledge that the citizens' willingness to pay does not rise 
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to the level of their desire to have? Human nature being as 
it is, a plenty of men, assured of the public services in any 
event, will be more than willing to have them without pay- 
ment. Even if taxes were adjusted on a basis admitted by all 
to be equitable, it could not be expected that all should pay 
cheerfully what is assessed upon them. Hence the machin- 
ery of compulsion must be devised, and the mien of the tax- 
gatherer is as stern in our self-governing democracy as in the 
tyrannies of old. But the very machinery of compulsion 
aggravates the situation. The "stand and deliver" of the 
public official may not stir quite the same instinct for resist- 
ance as that of the highwayman ; but it dulls the sense of 
duty in the public-spirited, and quickens the disposition to 
evade in the great majority who are not continuously public- 
spirited. Many a man will evade taxes once for all, without 
question or hesitation ; and many another, who may hesitate 
or question, will find an excuse for himself in the reflection 
that after all the system is bad or the levy unjust, or that his 
neighbor is permitted to evade. 

Evidently, the disposition to evade increases in ratio with 
the gain to be made. You have all heard the story of the 
lamented Col. Jim Fisk, to whom it was remarked that his 
lately deceased father had been ready to tell a lie for nine- 
pence. 1 "No," said the ingenuous son; "but [reflectively] 
the old man would tell eight for a dollar." I will illustrate 
the obvious application to our subject by recalling experiences 
in other parts of the field of taxation. Income taxes, resting 
on a declaration by the taxpayer, have very different aspects, 
according to the rate at which they are imposed. A tax of 
two per cent on incomes might be collected with reasonable 
approach to success ; but one of twenty per cent would unfail- 
ingly yield a plentiful crop of lies. The income tax lately 
adopted in Prussia — in many respects the most perfectly 
elaborated tax of the kind in any great state — provides, in 
general, for a rate of something like three per cent, which 

1 Some readers may need to be reminded that the ninepence of older days in 
New England meant a " bit " — 1 2% cents. 
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may fairly be said to be not so high as to preclude successful 
administration. It is true that, with the local supplements 
that may be attached to it and with some other closely con- 
nected taxes, the effective rate in Prussia may rise much 
higher — to six or eight per cent, or even more ; and it is still 
an open question whether, in its total effect, this measure has 
not overshot the line of safety. In any case, in Prussia, as in 
other countries whose tax systems are cautiously and deliber- 
ately planned, an endeavor at least is made to avoid undue 
strain on the taxpayer. For this purpose an obvious device 
is to make the strain not too strong at any one point ; to have 
divers moderate taxes at different points, rather than one 
heavy tax at a single point ; and to avoid, above all, weighty 
taxes whose amount rests, in the first instance, on a declara- 
tion by the taxpayer himself. 

Let us now turn from these general considerations to the 
situation in our American states and cities. I will refer, first, 
to the state of Massachusetts, because there the rates, as 
American rates go, are not excessive ; the administration is 
generally honest ; the appearances at least of conformity to 
the law are maintained. The average rate of taxation in the 
state is, roughly, $15 for each $1000 of property, or one and 
a half per cent on the capital value. In the city of Boston 
the rate is usually $12 or $13 for each $1000; in other cities 
it is as high as the average for the state, if not higher. The 
rate of return on sound securities is not over five per cent, and 
on well-known securities of unquestioned solidity it is less 
than four per cent. The state itself sells, at a good premium, 
bonds yielding but three and a half per cent. It is an easy 
calculation that the rate of tax on such securities, measured 
with reference to income, is not less than twenty-five per cent, 
is commonly as high as thirty per cent, and rises not infre- 
quently to fifty per cent. No sane person, unless bent on an 
overturn of the entire social order, would seriously propose a 
formal income tax at such rates. Yet, by force of tradition, 
or from whatever cause, the law in Massachusetts calls on the 
taxpayer to step forth, enumerate in detail his possessions of 
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this sort and be mulcted on a quarter or a third of his income 
from them. 

It is hardly necessary to say that, in fact, nothing of the 
sort is accomplished. While the more flagrant abuses which 
appear elsewhere are not met in the staid old commonwealth, 
this part of the tax system is no more satisfactory there than 
elsewhere. There is evasion; there is utilization of divers 
available loopholes of escape ; there is more or less conscious 
laxness by assessors ; there is downright perjury when the 
screws are put on ; and there is notorious failure to reach a 
tithe of the movable property which is in law subject to taxa- 
tion. The late Judge John Lowell, who was chairman of a 
commission of inquiry on which I had the honor of sitting 
with him, summed up his impressions, at the close of some 
lively hearings, by remarking that " taxation in Massachusetts 
was a system of confiscation tempered by favoritism." 

In other states the situation is complicated by the effects 
of other anomalies in the operation of the tax laws, and, as I 
have just intimated, is sometimes fairly farcical. Intelligent 
foreigners, desirous of informing themselves as to the working 
of the fiscal aspects of our democracy, are amazed at the rates 
of tax which are mentioned to them. " An annual tax of $20 
or $30, or even $40, for each $1000 of capital? Surely not; 
you must mean $20 or $40 for each $1000 of income; for 
such figures per $1000 of property or capital mean fifty per 
per cent or more on the presumable income." The American 
finds himself suspected of the national trick of hoaxing when 
he repeats that such things really are. He explains, to be 
sure, that these seemingly unendurable taxes are so only in 
appearance. On real property, to which mainly they apply, 
the tax valuation is commonly but one-half or two-thirds of its 
salable value; and a tax rate of $20 on the assessed value 
usually is, in substance, one of perhaps $10, $12 or #14 on 
the actual value — rates which still seem wofully heavy to the 
European, but which at least are not incredible. As for the 
causes of these fictitious valuations and rates, our foreigner 
would need a long string of explanations. The relations of 
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our states to the cities and other local bodies ; the practice of 
apportioning state taxes among these bodies according to the 
tax valuations of their property ; the temptation for each city 
or town to escape with a small share of the state tax by mak- 
ing its valuations low ; then, too, the natural tendency of valua- 
tions to sag, by imperceptible stages, as the elected assessors 
refrain from pressing with judicial inflexibility first on this 
citizen and then on that — these factors would need to be 
descanted on, and another chapter in the story of our fiscal 
difficulties would need to be opened. We cannot stop to 
digress so far. Suffice it to bear in mind that the rates at 
which the authorities demand taxes from many American tax- 
payers, perhaps from the majority, are, on their face, such as I 
have mentioned — $20, $30, or even more, on each $1000 of 
his possessions. 

Observe, now, how such a system bears, almost inevitably, 
on securities. As to land and buildings, they are brought 
within limits of comparative moderation by a more or less sys- 
tematic process of undervaluation. The value of a parcel of 
realty, always a matter of some uncertainty and never subject 
to daily record, affords every opportunity for flexible treatment. 
So, too, the value of a merchant's stock-in-trade, of a manufac- 
turer's machinery, of a farmer's cattle and implements — these 
are largely matters of estimate and guess, and it is easy to 
make estimates universally moderate. But on the face of a 
security specific sums of money are always set forth ; and its 
selling value is commonly a matter of daily and familiar record 
"on 'change." If enumerated and valued for taxation at all, it 
cannot well be dealt with otherwise than by assessment at its 
actual worth. In the city of New York the tax rate is usually 
about $20 per $1000 of value, land and buildings being com- 
monly assessed at two-thirds or at one-half of their probable 
market price. Hundreds of millions, very likely thousands of 
millions, of securities are held by persons in that city, who, if 
they conformed to the requirements of law and handed in lists 
of their taxable possessions, would be called on to turn over to 
the tax-gatherer about one-half of the income derived from these 
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securities. In the large cities of the state of Ohio the nomi- 
nal tax rate is even higher — $25 per $1000, and even more. 
In Ohio an extraordinary endeavor to enforce this impossible 
tax (for impossible it may be fairly called) has been made 
through a system of tax inquisitors, persons authorized to ferret 
out the possessions of citizens subject to taxation, and awarded 
a share in the plunder so secured. One knows not what feel- 
ing of revulsion is strongest at this spectacle : humiliation that 
a great free commonwealth should resort to the worst devices 
of despotism, indignation that the state should incite directly 
to blackmail and corruption, or amazement that a cure for the 
evil should be really expected from a remedy so ingeniously 
designed to aggravate it. 

But the climax of absurdity is reached in the metropolis of 
the West. The city of Chicago has the reputation of never 
doing things by halves : " when it is good it is very, very good, 
and when it is bad it is horrid." There the process of juggling 
with tax rates and tax assessments has been carried to the point 
where the results are truly horrid. It is common in Chicago to 
value real estate at one-fifth or one-tenth of what it would really 
sell for, and then to tax it at an apparently exorbitant rate on 
this unblushingly mendacious valuation. Hence we find a 
nominal tax rate of $90 or $100 on each $1000 of property. 
The process by which this absurd result has been reached we 
cannot stop to unravel ; and fortunately it is in the main of 
purely local interest. But obviously no citizen who conformed 
to the letter of the law in Chicago could possibly afford to own 
any sort of security; for at the lawfully established rates he 
would be called on to pay annually in taxes much more than 
his investment could yield in income. The epigram of Judge 
Lowell here falls short of the literal truth : in Chicago, taxation 
is outright confiscation, tempered by outrageous favoritism. 

I turn to another aspect of our subject. Some of you will 
say : " True, these are deplorable facts ; no doubt the common 
practice makes the system impossible of execution ; but is not 
the principle sound? May not better administration, and reform 
throughout, make the traditional methods tenable ? Must we 
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give up entirely the reasonable taxation of the well-to-do and 
the privileged because they now evade unreasonable taxes ? " 
These questions call for attentive consideration ; and I propose 
now to deal with them, pointing out the reasons why the exist- 
ing system, even when reformed and whitewashed, is not 
tenable, and why something fundamentally different should 
be devised to take its place. 

Securities have been spoken of hitherto as if universally sub- 
ject to taxation. But this is not the case. In many states 
corporations are taxed, or, at least, are meant to be taxed, on 
their entire property, and some or all of the securities issued 
by them are then dismissed from the tax-gatherer's ken. Thus, 
in the state of Massachusetts, corporations organized under its 
laws are taxed (to make a summary statement) on the total 
value of their property as indicated by the total market value 
of their outstanding shares of stock ; thereafter the shareholders 
who own such stock are no longer called on to contribute. In 
Connecticut, on a method similar in principle, railways are 
taxed on the total value of their outstanding capitalization — 
stock and bonds together — and the individual holders of these 
securities are no longer considered. Some such method is 
coming into increasing use in the several states, where taxes on 
corporations are being levied more and more ; and the natural 
corollary — the exemption of the shareholders as such — is 
slowly following. 

The advantages of this mode of taxing corporate property 
are obvious — so obvious that there is quite as much danger of 
its abuse as of failure to use it. As to most corporations, the 
facts needful for a rigid assessment of taxes are easily procur- 
able. The capital stock and the bonds outstanding, the gross 
income and the net income are often matters of public knowl- 
edge ; and, where not so, can be ascertained by the tax-gatherer 
with comparative ease. One serious obstacle in the way of the 
ordinary taxation of the property or income of individuals is 
avoided. Since it is not material by whom or in what propor- 
tions the shares or securities of the corporation are held, there 
is no need of inquiry into what are regarded by individuals as 
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their private affairs — regarded as private by Americans more 
jealously than by any other people. We need not stop to con- 
sider what precise method of taxing the corporations is the best 
— whether on the basis of capitalization of the total market value 
of securities, of gross earnings, of net earnings or what not. 
No doubt different methods would be expedient for different 
classes of corporations ; but these are somewhat technical ques- 
tions, which need not engage our attention. It may be noted, 
in passing, that a method which is susceptible of simple admin- 
istration may be preferable to one more perfect in principle 
but less easy of management ; and thus, for example, taxation 
on the basis of gross earnings or of market value of securities 
may be better than taxation on the more equitable but more 
elusive basis of net earnings. Whatever method be used, the 
evidence of taxable possessions is clearly more overt and more 
easily controlled than could possibly be the case as regards the 
individual owners of the corporate securities. 

This mode of dealing with the tax problem is the more 
advantageous because it opens a way also of dealing with some, 
at least, of the social questions with which our subject connects 
itself. Stocks, bonds and securities are often regarded as 
instruments by which unearned wealth has been accumulated 
and by which public franchises have been made to yield undue 
returns to favored individuals ; therefore, it is said, let us tax 
them heavily. Better, let us tax, not the securities or security 
holders, but the corporations at the source. No one who 
watches the trend of our public affairs can fail to observe the 
growing strength of the movement by which public-service 
corporations are called on both to exhibit openly what is the 
outcome of their operations and to share with the community 
the profits due to granted franchises. No doubt the movement 
is often headed by demagogues and often has the marks of an 
unreasonable onslaught on a particular kind of property. But 
at bottom it is sound and healthy and is sure to continue. The 
commonwealth of Massachusetts, which has pointed the way for 
other states in its legislation on many social questions, has 
lately set an example on this also. It has provided that street 
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railway companies, when their dividends exceed a certain liberal 
rate (eight per cent), shall pay, over and above the ordinary 
taxes on corporations, a tax equal to each additional one per 
cent of dividends — that is, that the profits over and above the 
fixed rate shall be shared with the public. Careful provision 
as to the issue of securities, whether stock or bonds, and care- 
ful supervision by a competent railway commission, promise a 
reasonably successful administration of this measure. Doubt- 
less it is far from perfect : it applies to but a section of the 
possible field, and not to the whole of this. 1 But the method is 
the sound one : that of dealing with the corporation, as such, and 
applying to it any levies justified by its exceptional advantages 
and earnings. In this direct and straightforward fashion, and 
not by the enforcement of a crude and ineffective onslaught on 
the holdings of individuals, may we hope to meet the legitimate 
demands of the social reformer. 

It would be idle, however, to disguise the fact that the 
method of taxing corporations at the source, and of refraining 
from levy on the individual holders of securities, must encounter 
serious difficulties. Perhaps the greatest of these, in practice, 
arise from the relations of our different states. A corporation 
has its legal seat by its charter of incorporation in one state ; 
its land and visible property are scattered over a dozen others ; 
the holders of its securities are scattered over another dozen. 
Where shall it be taxed, and in what proportion ? The vicious 
looseness of our states in the grant of charters of incorporation 
brings no small part of the difficulty. A company may be 
organized in Maine or New Jersey or West Virginia (to name 
some notorious delinquents) with no required guaranty of 
responsibility, and easily secures a sort of letter of marque 
giving unlimited powers to rove over the sister states and there 
to do anything and everything under the sun. It is not to be 
expected that the states within whose limits the operations are 
actually conducted should leave to that state from which the 

1 The company which operates the street railways of Boston is not affected by 
it, having been relieved by an earlier act of any unusual taxes in view of its pledge 
of heavy investment in a large system of elevated railways. 



No. I.] THE TAXATION OF SECURITIES. I 15 

privateer gets his flag the sole privilege of mulcting him for 
public dues ; yet the basis on which the levy shall be made is 
not easy of determination. The case is even more perplexing 
where a corporation established in good faith in one state 
extends its operations, naturally and healthily, over the con- 
fines of many others. Nevertheless, given a spirit of fairness, 
reason and moderation, the problem is by no means hopeless. 
Indeed, for one highly important set of corporations, there is 
already a widely accepted basis for the apportionment of taxes 
between several interested states. Railway companies are 
often taxed in the ratio which the length of their line in a given 
state bears to their total mileage ; and a similar method may 
be applied to other corporations of the same sort, such as tele- 
graph, telephone, sleeping-car and express companies. Doubt- 
less this is not a perfect method of division between the several 
jurisdictions; but it is of sufficient reasonableness and of great 
convenience. 

Manufacturing and mercantile corporations of the ordinary 
type are much less easily dealt with. So far as I know, hardly 
a step has been taken toward the efficient and reasonable taxa- 
tion of some of the great manufacturing and trading enterprises 
whose operations ramify over the whole Union. The state of 
New York, whose commanding commercial position entitles it 
to assume the lead in dealing with this problem, has, indeed, 
vaguely prescribed that corporations doing business within its 
limits shall be taxable on that proportion of their capital which 
is invested within the state. But no precise or workable 
method has been devised for ascertaining what the proportion 
shall be ; and the actual operation of this part of the tax system 
— as, indeed, that of other parts — seems, on the whole, to serve 
only as a warning example. 1 The problem demands both in- 
genuity and good faith, and may be commended to the earnest 
attention alike of legislators, men of affairs and academic students. 

1 The reader conversant with the situation in New York will see that I refer 
here to the methods employed in the local taxation of corporations in that state, 
and not to the well-defined taxes on corporations which are there levied for the 
state government. 
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I have referred several times to the need of good faith and 
moderation on the part of legislators in the growing practice 
of levying taxes on the corporations direct ; and some further 
words of explanation on this subject may not be out of place. 
It is an obvious corollary of the taxation of the corporation 
that the shareholder thereafter shall not be taxed again. But 
suppose the corporation is taxed in one state and the share- 
holders live in others ? 

Let me illustrate the possibilities of the situation by referring 
to the actual course which legislation has taken in two great 
states. Massachusetts, to whose system I have already referred, 
taxes corporations organized under her laws on the full value of 
their share capital. The market value of the total outstanding 
stock is taken as the basis of taxation. On that basis the levy 
is made, in most cases, with an efficiency unusual in American 
experience. No question is asked where the shareholder lives : 
he may dwell in New York or Paris or Pekin ; but the state says, 
the corporation as such is ours, and from it we will have un- 
abated taxes. As it happens, under some other provisions of 
the Massachusetts laws (not now of special concern for us) the 
part of the proceeds ascribable to shares owned outside the 
state becomes a distinct and separate fund, applied to different 
purposes from the proceeds ascribable to shares owned within 
the state. The shareholder living without the state thus pays 
taxes precisely as the shareholder living within the state pays 
them — both on the ground that the corporation owes the taxes 
in toto. It might be expected that, in consistency, the state 
would then accord to its sister states the same position, leaving 
it to them to tax corporations in their limits, even though the 
shareholder should live in Massachusetts. The logical outcome 
of the Massachusetts system is that it should not levy taxes on 
its citizens for shares in foreign corporations ; and more espe- 
cially, that it should forbear as to corporations not only organized 
under the laws of other states, but carrying on all their opera- 
tions outside the limits of Massachusetts. But no : such shares 
are taxable fully in that state. The commonwealth of the 
Puritans may be fairly said to play with its citizens the game 
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of "heads I win, tails you lose." If the corporation is within the 
state, it is taxable in toto, no matter where the shareholder 
dwells ; if the shareholder is within the state, he is taxable in 
toto, no matter where the corporation or the corporate property 
may be. 

The state of Ohio, however, quite outdoes the Puritans in 
this matter : its way of playing the game is heads I win, tails 
you lose, and then you pay double your stake. Under some 
recent legislation — applicable, to be sure, only to certain speci- 
fied kinds of corporations — it is provided that an express com- 
pany doing business in Ohio (to take this for example) is taxed, 
first of all, on its capital stock employed in the state, the 
proportion of capital so employed being gauged by the propor- 
tion which its gross receipts from business in Ohio bears to its 
total gross receipts. This is, perhaps, not a perfect, but cer- 
tainly not an indefensible, mode of securing for Ohio its fair 
share of the taxes due from such an enterprise. So much done, 
the state might be expected to content itself. But no : if any 
person residing in Ohio owns shares in the express company, 
he is taxable on the undiminished value of these evidences of 
ownership in the enterprise already taxed. The corporation is 
first taxed as such ; and then the shareholder also (at least in 
theory of law) is taxed as such. Furthermore, the corporation 
must pay an additional tax, entitled an excise, in the form of a 
percentage of its gross receipts on Ohio business (three per 
cent) ; and, still further, must pay unabated taxes on any tangi- 
ble personal property, such as horses, wagons and the like, 
which may be listed by the local assessors. 

Such a formidable accumulation of inconsistent exactions as 
this last is indeed exceptional. But double taxation of the 
kind practiced in Massachusetts — namely, taxation at once 
of all corporations within reach and of all holders of corporate 
securities within reach — is common enough. If all our sep- 
arate jurisdictions really acted (not merely pretended to act) 
in this manner, it is clear that every individual who took part 
in a corporate enterprise extending beyond the limits of the 
state of his residence would be liable to double taxation ; and 
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a serious obstacle would be set up against that free flow of 
capital which, with free trade in goods and free movement of 
persons, has contributed so powerfully to the unexampled 
growth and spread of our prosperity. 

Let us now review the argument to the stage it has reached. 
Briefly, it has involved two steps : first, that the traditional 
modes of taxing securities are bad at their best, farcical at their 
worst ; second, that the taxation of corporations as such, rather 
than of the security-holders, is alike sound in principle and 
feasible — or at least comparatively feasible — in execution. 
Suppose, now, that the desired changes were made — that corpo- 
rations were taxed and holders of securities were let alone, and 
that the difficulties in the way of manageable modes of assess- 
ment and of reasonable apportionment between the several 
states were successfully overcome — and let us consider what 
the situation would then be, and wherein it would still call for 
amendment. 

One consequence of the change would be that many persons 
of means would not obviously and directly pay taxes ; and this 
absence of an immediately visible contribution to the public 
burden would unfailingly arouse opposition. The first impulse 
of every democracy is for simple measures and direct results. 
The maxim that the people should rule has led to the practice, 
so common in our political system and so unfortunate in many 
of its results, of electing directly by popular vote any and every 
public officer, from the state governor to the town constable. 
In the opinion alike of scholarly investigators and of sagacious 
statesmen, popular government would be vastly better and more 
efficient if the number of elective offices were reduced to the 
minimum. Yet this means of improving popular government 
is often thwarted by the very strength of the democratic tra- 
dition which is the foundation of popular government. And, 
similarly, the strength of the healthy tradition that all should 
pay taxes in proportion to their means, stands in the way of 
effective measures for securing the best approximation to that 
admittedly desirable end. Just as the simple method of strict 
government by town meeting must give way to the more com- 
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plicated mechanism of city and state, which, though it rests on 
the same democratic principle, yet does well to concentrate 
power and responsibility in semi-autocratic fashion, so the 
simple method of taxing all in proportion to their overt owner- 
ship of property, must give way to a more complicated system 
of taxation, in which the same end, under modern conditions, 
must be accomplished by different means. 

This brings us to the last division of our subject. To repeat, 
under the proposed changes we should find many persons of 
property relieved from the overt payment of those direct taxes 
whose burden is most sensibly felt by the average tax-paying 
citizen. Let us once for all sweep away the present mode of 
taxing securities ; whether they be stocks or bonds, mortgage 
notes, trust certificates or what not ; whether the change be 
justified on grounds of consistency and interstate comity, of 
economic theory, or of simple and obvious practical benefit. 
Let them go, and let us not be afraid of saying that we pro- 
pose to let them go. But let us consider what may be put in 
their place. 

A large field is here opened to us ; and the very opening of 
it is stimulating and healthful. Our American public is singu- 
larly narrow-minded and conservative in its point of view on 
matters of taxation : it is habituated to the one general tax on 
property, and hardly aware of other modes of reaching taxable 
income. Indeed, the common notion is that the property itself 
is the source whence the tax is derived, instead of the income 
which the taxpayer secures from the property or from some 
other source. What our tax system most needs is the opening 
of new and varied ways of reaching taxable income. The goal 
to which the sober tax reformer looks in this process of elabo- 
ration is the eventual confinement of the traditional property 
tax to a tax on real property, levied chiefly as a source of local 
revenue, and the elaboration of other taxes which shall replace 
those now attempted to be levied on the various forms of per- 
sonal property. I will not enter, however, on this larger sub- 
ject, but will keep within the limits we have set for ourselves. 
I shall accordingly refer to two only of the available modes of 
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taxation, which are specially adapted to replace the traditional 
tax so far as securities are concerned. These two are income 
taxes and inheritance taxes, both made familiar by recent dis- 
cussion and both lately the subject of federal legislation. 

When the so-called Wilson tariff act of 1 894 imposed a federal 
income tax, sober thinkers, while they found much to condemn 
in the details of that crude and ill-fated measure, admitted 
freely that a well-devised income tax was a desirable addition to 
the fiscal resources of the nation ; and admitted, moreover, that 
in many ways such a tax was adapted for administration by the 
federal government. I will not venture to intrude on the sacred 
confines of the law, or inquire how it came to pass that learned 
judges of our day held that to be unconstitutional which equally 
learned judges of another day held to be entirely constitutional. 
But I cannot refrain from protesting against the partisan ran- 
cor with which the subject was envenomed. It is significant 
of our antiquated ways of debate on tax questions that a form of 
levy which is in familiar use in all sorts of modern communi- 
ties, monarchical and democratic, great and small, should have 
been so widely branded as novel, despotic, inquisitorial, undemo- 
cratic and Heaven knows by what other question-begging epi- 
thets. I deem it exceedingly unfortunate that the questions 
regarding it should have been brought to a focus by an ill- 
devised partisan measure, and should have been dealt with by 
an unprecedented judicial decision ; and still more unfortunate 
that there should attach, alike to the legislation and (rightly or 
wrongly) to its judicial overthrow, the stigma of a social bias. 
But accepting the situation as it is, we may still consider whether 
this form of tax remains available as a substitute for the taxes 
on securities which we propose to discard ; and what share in 
the levy can be taken by federal and state authority. 

It has often been noted that the federal government would 
have clear advantages over the states in the collection of an 
income tax. The federal government can apply to precisely the 
incomes which we have been considering — those from stocks, 
bonds and securities — the machinery of stoppage at the source. 
Following the familiar example of the British income tax, it can 
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call on corporations to pay the desired percentage on their in- 
come, leaving them to deduct it from their payments to the 
holders of their stock, bonds or other securities. The compar- 
ative simplicity of the administrative machinery required, the 
vastly easier control of attempts at evasion, the absence of all 
inquiry into the affairs of individuals — these advantages lie 
on the surface. 

On the other hand, it has been less often noted that, as to 
incomes not thus susceptible of stoppage at the source, a federal 
income tax would have serious disadvantages. Such incomes 
are those from business and from professions, — not to mention 
real property, — which surely must come within the scope of 
any general income tax. For the levy of a tax on these, as 
well as on income from real property, local knowledge by the 
tax officials is necessary. But local knowledge brings local 
prejudice. The tax officers, though appointed by federal au- 
thority, would inevitably be selected, as our political habits go, 
from among the communities on which they were to make the 
levy; and local jealousy would make each officer and each com- 
munity desirous of contributing no more rigorously, and per- 
haps a bit less rigorously, than the rival state or city. As to 
this part of a general income tax system, administration by the 
several states offers advantages as compared with administration 
by the federal government ; since here the more direct interest 
of the community from which the officers are chosen may lend 
aid to the general and equable enforcement of the tax. 

These aspects of the income tax question have been briefly 
referred to, in order to prevent misconception as to the grounds 
on which it is to be concluded that, so far as the taxation of 
securities is concerned, income taxes by the several states 
afford no promising mode of escape from the perplexities of the 
present conditions. If, indeed, no other substitute were avail- 
able; if the federal government were precluded beyond ques- 
tion from resorting to any and every resource of this kind ; and 
if our existing political practices afforded promise of the satis- 
factory administration by the states and their local bodies of a 
tax susceptible of great abuses — then we might advocate some 
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trial by the states of an income tax resting (as it necessarily 
would) on a declaration by the individual taxpayer. But these 
conditions are not imposed on us. As to one in particular — and 
a most important one — we may reasonably await the future of 
legislation and adjudication. It is, at the least, a possibility, 
and in my opinion more than a possibility, that the national 
government will again be called on to consider how far this 
resource is definitively beyond its powers. An income tax 
levied in the mode and with the provisions of the act of 1894 
has been judicially pronounced unconstitutional. But a tax 
bearing on a particular kind of income and levied in a different 
way from that of 1 894 may not improbably be found within the 
powers of Congress. A tax levied at the source on the income 
of corporations, and then deducted by them from the dividends 
on their stock and the interest on their bonds, would seem to 
be not necessarily a " direct tax" in the sense of the constitu- 
tion and therefore not subject to the restrictions which make 
such direct taxes virtually unavailable. It is a further question 
to decide how far a tax in this form could be or should be extended 
to municipal and state bonds and to mortgage notes and other 
engagements by private individuals. Both the judicial and the 
administrative complications would increase with the endeavor 
to push this fiscal device into every cranny. The legislator who 
attempts to deal with the problem may wisely recall that half a 
loaf is better than no bread, and that an "indirect " income tax 
of the sort suggested, even though limited to corporations and 
to corporate securities, and thus on its face partial and incom- 
plete, would yet have fiscal and administrative advantages suffi- 
cient to justify it. 

At all events, it would seem that the outlook for success 
here is greater at the hands of the federal government than at 
those of the several states. We may once more recall the need 
of reasonableness in the relations between these coordinate 
jurisdictions. The states are taxing corporations heavily, and 
I trust you have agreed with me in the conclusion that they 
should abstain from the taxation of securities. They may 
fairly leave to the national government any further taxation of 
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the income of corporations and of the income from securities 
generally. Certainly, before entering on a course which must 
be so much more tortuous for them than for the central author- 
ity, they may await the future of legislation by Congress and 
of adjudication by the Supreme Court, and turn meanwhile to 
other resources more readily at their command and more easy 
of administration by them. 

Such resources of a promising kind are found in the second 
form of taxation, which has been referred to as a possible sup- 
plement to the system of taxing corporations and exempting 
securities. Inheritance and succession taxes are available for 
the states and may advantageously take a permanent place in 
their fiscal systems — not least for the reason that they reach 
effectively the rich or well-to-do holders of the securities which 
we propose no longer to tax directly. And, on the other hand, 
these taxes should be left to the several states by the national 
government, which, in its turn, must regard the necessities and 
the proper sphere of the sovereign bodies coordinate with it in 
our federal system. 

What was said a moment ago as to the advisability of leaving 
income taxes — certainly of leaving taxes on the income from 
securities — to the nation applies inversely to inheritance 
taxes. These should be left by Congress for the states. In 
the war revenue act passed by Congress in 1898, taxes on 
inheritance and successions were levied ; and these taxes are 
now in force. Whether regarded as temporary or as perma- 
nent parts of the federal fiscal system, they seem to me in high 
degree inadvisable. 

As temporary taxes they are obviously unequal in their oper- 
ation, for they reach the estates of those only who happen to die 
while the tax remains in operation. Taxes of this sort are cer- 
tain to reach all the estates and persons coming within their 
purview only if they are permanent ; and the more permanent 
they are, and the more steady the rates at which they are lev- 
ied, the more likely are they to conform to the maximum of 
equality in taxation. No doubt, in great exigencies and under 
conditions of sudden stress, considerations of this kind must be 
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set aside ; but only a supreme need can justify the temporary 
imposition of heavy taxes which must be unjust so long as they 
are temporary. No one pretends that any supreme emergency, 
such as that of the Civil War, arose from the recent war with 
Spain. The resort to inheritance taxes for war revenue — that 
is, presumably for temporary purposes — was the result of no 
well-considered plan, but of a mistaken endeavor to combine the 
attainment of a needed revenue with concession to the demand 
for some legislation directed against the rich. 

Regarded as permanent taxes, those on inheritances and suc- 
cessions should be left to the states ; if for no other reason, 
for the sufficient one that so many other fiscal resources are 
shut out from their use. Our political and industrial struc- 
ture makes it inevitable that a great array of productive taxes 
should be unavailable for the states. They are precluded from 
resorting to the whole range of customs duties and of internal 
taxes on commodities. These have been in the past, as they 
are likely to remain in the future, the main sources of federal 
revenue. Such taxes as the stamp taxes levied by the war 
revenue act of last year are also, from their nature, in large 
part available for the central government alone. We have just 
noted how other possible taxes, in the nature of income taxes, 
are again preferably to be left to the federal authority. The 
sphere for the exercise of the taxing power by the states is re- 
stricted at the outset ; and it is undesirable to trench on the 
limited field remaining for them unless for imperative reasons. 
These are the grounds on which the direct taxation of corpora- 
tions should be left to the states, even though the ramification 
of great corporations over several states makes the problem a 
difficult one for them and might seem to warrant an assump- 
tion of the task by the central authority. 

As to inheritance taxes, there are even more cogent reasons 
than this general presumption. Taxes on inheritances can be 
better administered, and more vigilantly controlled, by the state 
authorities. Their probate courts take charge of the estates 
of deceased persons in any case ; and by making use of the 
machinery of the probate courts, the collection of taxes on in- 
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heritances can be assured, if not perfectly, at least with a high 
degree of success. I will not enter into the somewhat techni- 
cal questions as to the best mode of providing for the levy of 
these taxes, and indeed will freely admit that the states, in 
their legislation hitherto, have not availed themselves fully of 
the advantages which they possess in the control of estates 
through their probate courts. This is by no means the only 
direction in which the details and the machinery of their tax 
systems are lamentably defective. Enough has been said to 
indicate why taxes on successions belong within the appropriate 
sphere of the several states and to show that they may expect 
to find, in this direction, at least one convenient and productive 
substitute for the discarded direct taxes on securities. 

We are approaching the end of our inquiry. The rapid 
adoption of inheritance taxes in our states in recent years ren- 
ders superfluous any elaborate statement of their advantages. 
No doubt a feeling that they serve to redress the social 
balance, by reaching the accumulations of the very rich, has 
had much to do with their ready adoption. This is a sound 
reason for welcoming them ; but there are others which deserve 
to be recalled, especially in view of the familiar experiences 
with the taxation of securities. Levied, as these taxes are, in 
the first instance on administrators and executors, and (when 
properly framed) under the supervision of the probate courts, 
they offer at once less temptation and less opportunity for 
evasion than most direct taxes that endeavor to reach personal 
property. No doubt there are possibilities of fraud, manipula- 
tion, concealment ; no doubt the tax-dodger will seek to avail 
himself of every avenue of escape. To minimize these, the 
rates should be kept within moderate limits and the element 
of progression should appear sparingly. But in any case, as 
compared with our traditional taxes on personal property and 
on securities, or with income taxes resting on the taxpayer's 
declaration, they are likely to be safe, honest, collected equally 
from all in the same situation, and so regarded with respect by 
the community at large. 

Summarized, then, the steps to which I have directed your 
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attention, and which I would recommend for adoption, are : 
first, cessation of the futile endeavor to tax securities under 
the traditional system ; second, the taxation of corporations as 
such, with reasonable levy by each state and reasonable comity 
between the several states ; third, the adoption by the states 
of inheritance taxes ; and, fourth, the consideration of the pos- 
sibility of some form of federal tax reaching the income from 
securities at the source. I am confident that you will find in 
such a proposal no truckling to the tax-dodger and no failure 
to keep in view the social aspects of taxation. It is not to be 
pretended that the demands of abstract justice would be rigor- 
ously met. The difficult, and perhaps insoluble, question as 
to what is abstract justice in matters of taxation — involving, 
as it does, the ethical basis of the whole social framework in 
which taxation is but one piece — we need not try to fathom. 
For the purpose in hand, we may accept those current notions 
of justice which lead the average man to say that the well- 
to-do and the rich should pay taxes at least in proportion to their 
money, and rather a bit more than a bit less. So much would 
be attained, in the rough and on the whole, by what has here 
been suggested ; and no system of taxation can do more than 
secure approximately what it sets out to attain. And with 
this, some inestimable advantages, as compared with the tradi- 
tional system, would be secured in the certainty of assessment, 
ease of collection, continued respect for the law and whole- 
someness in the public conscience on tax questions. 

One last concluding word. No system of taxation can be 
devised which will work without honest and intelligent officials, 
alike loyal to the public interest and reasonable in their deal- 
ings with the individual citizen. No system can be devised 
which will not present the possibility of mismanagement and 
dishonesty, and will not break down under the incubus of a 
spoils system. I will illustrate — if illustration be needed — 
by referring to one aspect of the tax questions which we have 
just been considering. Taxes on corporations have been com- 
mended, in lieu of taxes on the shares and the bonds of the indi- 
vidual holders. But just as the method of taxing shares and 
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bonds gives opportunity for evasions by the holder and favorit- 
ism by the assessor, so taxes on corporations give opportunity 
for corruption by the corporation and blackmail by the tax 
commissioner. No doubt an honest and capable official finds 
his task more manageable under the latter plan than under 
the former ; but honest and capable officials you must have in 
any case. The examples, unfortunately, are many where the 
taxation of corporations has led to corruption or blackmail or 
both, the root of the evil being in either case a debauched pub- 
lic service. In whatever direction we seek reform in our public 
life, this same imperative need confronts us. 

It is a happy augury for the future that clubs like yours are 
organized in our institutions of learning, and that the great 
development of instruction in the political and social subjects 
trains young men in right thinking on our public life. The 
thousands and tens of thousands who annually stream from 
our colleges and universities to the active work of the world 
must sooner or later bring their leavening influence to bear, 
and must make the future of democracy easier and brighter. 
I believe the heart of the people is sound, the future of the 
Republic secure. But I rest my faith on the conviction that 
the leaders of the coming generations will be the men of edu- 
cation and training, and that the men of education and training 
will be also the men of honesty and public spirit. Leaders 
they must be — not bystanders and on-lookers, but active work- 
ers in the furtherance of good government. If anything that 
I have said, even on the single limited subject of this address, 
stimulates you to clearer thought, better purpose, single-minded 
attention to the public good, I shall consider my object more 
than accomplished. 

F. W. Taussig. 

Harvard University. 



